By Elwyn T. Bonnell ¢

Public and Private Debt in 1949

IN 1248 thers was o further rise in the ouistending vol-
umna of dpuhhﬂ and private indebtedness. Despite the down-
ward adjustment in income and uction which took ploce
during the first hall of 1549, the debt totals and service
charges of llzrivnt-a business nppear to have remaoined com-

nratively low in relation o the lavel of business activity.
?J-:}n_farm businesses, in tha sgpregate, continued to use a
relatively small volume of long-term obligations to finance
their investment requiremaents, and actunlly lowered their
ghort-term linbilities with the lesssned mead for sxternal
financing to hold A reduced wolume of invantovies. The
lorgest change in the private debt totols stemmed from the
sizeable increnge in mdividual debt r%prasent-ﬂd by residentinl
mortgages and consumer credit. Farm indebtedness also
rosc. 'There wes n moderate upturn in Faderal debt and o
eontinued expansion in State and locel government deht.

The expansion of net public and private debt in 1943 was
st o lesser rate fhon in the prewﬁflg 2 yenrs, The total
smounted to $442 nilion on December 31, 1948—an incrense
of 2X percent dwring the yenr #s compared o increeses of
3} peresnt in 1948 and ﬁi percent in 1947, A suminnry
view of trends in the structure of net debt over the past 34
youre i3 given in chart 1. The major developments in 1949
ore depicted in ¢hart 2,

The over-nil rise in net debt during 1949—$11% billian—
was composed of 34 billion In net ?[‘llllt; ic obligations and $7%
billion in private indebtedness. inereass in net publie
debt was about svenly divided batween the Federal and the
State nad local governments. The inoreases represented 1
percent of the totnl Federal debt outstanding, and 12 percent
of State 2nd loeal governinent debt.

Within the ]tz)rimtra asctor of the ecconomy, all mn.f'nr oI
ponents of debt sxeept corporate shori-term liabilitier in-
creased during the yenr. At the end of 1240, nel private
debt pggregated 3206 billion, sn amount re niing 46%
percent of totsl net outstandings. This relationship was
nbout the same as in 1948, but may be comparad with 35

percent; in 1045,

Federal debt turns upward

At the end of December 1949, Fadern! Government and
ﬁﬂnﬂj‘ nat debt—debt owed by the Federa! Government to
economic enitities exeept itself—amounted to $218K
billion, & rise of §2 billion for the year, This upturn followed
8 peried of Federnl debt reduction whick began in Fehry
1946 and corvied through April 1949, Bscnuse of eash defi-
¢its incurrad during the first & months of 1430, there wos a
further inerense in Federal net debt in this period, On
dune 30, 1950, tha net debt of the Federal Government proper
{excluding Federnl ngencies) aggregnbed $219) billion, an
increase of 31 hillon in 6§ months. Complets data for
Federe]l Government ngencice forr the first half of this year
are nob yet available.

The year's ndvance of $2 billion in the indebtedness of
Stote and looal govarnments was mainly concentrated in the
ubl;lfnt.ions of local governments, It was inowred largely
to finenes expenditures for hiﬁhwnys, school facilities, and
vbiic utilities. Thare was also o small increpse in State
otations of World War II veternns’ bonus issues,
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In te, the 1940 inersnge in total private dsbt wes
of modernte proportion—slightly under 4 percent. How-
over, diversity in movement snd rates of change chornstevizad
the individual components. This was reiated to the business
ndjustment. and stabilization following the inflationary
inflyences of the earlier postwar period,

Decreuss of corporate debt

The total net debt of business corporations mmounted to
$112 hbillion on December 31, 1940—$2 biliion less than at
the end of the previous year. A reduction in corporate
short-termn Liabilitiss sccounted for oll of this decrense,
ofisetting a further rise in long-term indebtedness.

Chart 1..=Net Public and Private Debt, by Major Com-
pooents, End of Calendar Year -
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The 1848 rise in ecorporate net Yong-term debt was Timited
te #3X billion in comparison with an increment of nearly
§5 billion in the preceding yeor. This decrensed use of
externnl long-term debt financing rafected chielly smaller
outiays for plant and equipment, which 1'@0041&3 slightly
from the 1848 high,

et corporate short-term linhilities, on the other hand
were lowered $5) billion :lm'inﬁ 1049. The explanation o
this drop lies mainly in decreased naeds for external insneing
to hold inventories. (A secondary factor was lowor reserves
for Fedoral and Stale income taxes, accompanying the
reduetion in book proﬁts,‘L Business sorporations cut down
thair inven accounis by about 54X billion duriog 1949,
In 1948, $5 billion had been added
value} and in 1947, over §7 billion,

to inventories (book

At tha and of the year, corporations in the nggragate were
in an extremely favorable financial position, Net working
]
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enpital had increased and there was o marked improvement
in liquidity rafios,

Nonfarm mortgage expansion continues

In 1948, as in the preceding 2 yomrs, the largest nbsolute
inererss of any mojor private debt category was recorded in
the noncorpmate (ponfarm) mortgage aren. The 1ise in
1949 was $5.2 bilhon, in comperison with expansions sversg-
mg $6.2 hiliion in the three precading yoenrs. The ateady
postwne incrense in this form of debt emried the total from
$22 billion at the end of 1845 to $51% billion at the clode of
lnst yeor. .

Tha voluma of new construction aetivity In the srens
covered by this type of indchtedness was essentially stable
from 1948 to 1949, This accounted for the sormewhat Jower
net addition ¢ mortgages cutstencding during 1048, How-
ever, factors tending fo emlerge the rale o wih wora
aperntive, such a8 o liberalization of eredib policies on the

t of private lending institutions and Government insur-
mg agencies. (ther possible expansive influences may have
been a highor rate of turn-over of existing structures, and a
ln:lu;}rlm'volumu of mortgnge repaymanis in exceesa of contrnotual
obliga tions.

ndev the terms of the Defense Production Act of 1960,
the President has been given contiol powers in the morl?'n &
mauket {or new conshrnetion. As noted in the review of tha
business situntion carlier in this issus, the compreheosiva
regulations have recontly been announeed.

Farm debt rise accelerated

Fram morigage debt continued to axpand during 1949, nt
g rato higher thon in the 1846—48 period. As further evi-
dlence of tho upward movement, every State skowed nn in-
erease in 1949, wherens in the immediately preceding years,
the increase in the total had been the result of divergent
geographic experience. L . .

In spite of last year's contraction in ngricultural income,
there was ne indication of & significant rise in the number of
defaulted loans. However, lowor 1949 incomes weroe prob-

Chort 2,~~Percentage Changes in Net Public and Private
ebi, 1940 o 1940!
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ably the L{J:rima.rjr cause of the lower volume of turn-over in
farm land. Farm soles ab increasing prices had contribabed
to the inercoge in outstanding movrtpopge debt in earlier post-
war years. In 1949, a decressed number of these sales at
lowor prices must have had & dompening effect on the new
morigaga lovel. Considering the stable volumo of mort-
pages made or recorded, tho vise in outstatudings in 1949, o
& guickening pace, must havo been primarily cavsed by lower
dollar smounts of morigage repayments,

Toble 3.~Gross ond Nct Federal Goveroment Debt, End of Calondar Yoo, 1920-44
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Table 4—Gross nnd Nek State ond Loval Government Debt, June 30, 1925=49
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Non-recl-estate credit to farmers and farmers’ cooperative
organizations (labeled “Farm nonmortgage™ in the tables)

underwent o shorp incrense in the year ending December .

31, 1949, Howcver, in examining this component of the net
debt total, it is advienbls to separate Commoedity Credit
Corparation loans and guarantees, which are not debt in the
usunl sense. The lonns sre nencecourse in form nnd arise
from priee-support activity of the Government. The trans-
action is essentinlly o sale when the loan is not redeemed.

Excludinf CCClonns and goaranties, farm non-renl-estate
credit totaled $4% billion on Decamber 31, 1349, about
13 percent above the smount outstending o year earlier.
The inorease in the thres prior years had averagsd about 20
porgont.  The diminished rate of ineroase in farm nonmorts
gage credit muy indicate thot farm demond Jor cn.[;)it-ﬂ.l equip-~
ment and other improvements has been Testricted by reduced
incomes. Howevor, there may have been, also, an incrensed
vee of farm mortgoage loans to ce equipment axpenditures
and to refund existing short-term credit.

Noncovporate business and individual borrewings for com-
mercial, finencisl wnd consumer pu incre during
1949 to & total of $30¥ billion at the end of tha yeor.
The yem’s advance of nearly $3 billion was less than that
rwﬂried in 1947 and 1948, in both absslute and peresné-

g terms, Within this major eategory, there wers again
<ivergent movemenis,

Noncorporate commercial debt reduced

Business decisions to reduce inventories had been o majar
fnctor in the 1949 adjustment. In the noncorporsie, non-
form, sector there was a drop of nearly $1% billien in in-
ventory book values, Redoced requirements for credic to
hold inventories accouni for the downturn in the sommersial
(nonferm) cotegory (teble 7). This series represents only
commereial induatrial loans by banks to noncorpornbs
business opterprisca. Trade payables capried on the books
of noncorporate business firms wre not included because of
tha Jack of basie data;: however, pvailable evidence indicates
mﬁn preater contriction in thot category than in bank

B.

Bources 7. B, Doportmsnt of Commercs, Norspy of the Coptus and Ol of Buglnsas
Eronumim.

Expansion of security loans

As part of the %mml program to ease credit restrictions
early In 1949, the Foderal Reserve Board reloxed the morkst
conbrols imposed in Regulations T and TJ, which relate to the
nse of credit to haae ox gaourities, Marpin raquire-
ments on listed =tocks were raduced from 75 to 50 percent.
Thera followed & moderata increass in bank and brokers’ lonns
for this g:mrpm At the end of 1040, these leans amounted
to 53% billion—up more than $% billion from Desembar 31,
1948, but still ot o relatively low level,

Put.lmy laane and promium notes agoinet life insursnes cash
values nlso expanded during th‘anjlranr, but maintained a low
ratio to total policy reserves. a ingranse was not such as
to evidence o growing amount of distress borrowing. This
series inclides only loans by life nsurance carriers and is
included under the “finencial” category in table 7, together
with the security credit mentioned nbove.

Consumers’ debt rises

Consumer debt—the remaining sepment of noncorporate
buziness and individuel debt—is relatod to such factors e the
smount of surrent income, the preceding debt level, sxisting
inventories of consumers’ gﬂuds, the volume of liquid assets,
and anticipated income and price movaments.  Also, thera is
2 long-term growth factor resulting from price chonges,
populetion inereasge, and luaaanu‘_}ql apcial pressures ageinst
the incurrence of indebtedness. e major factor conéribut-
ing to the further growth of eonsumer eredit during 19449, as
m previous postwar years, was undeubtedly the expanding
flow of dursble goods to consumers.

On Decomber 31, 1949, total consumer credit emounted to
nearly $19 billion, up $2% bhillion from the end of 1048,
This totel represented 10 percent of the yenr’s diapesable
personal income (persomnel income after personnl toxes aod
other payments t¢ Government), compared to 5.7 percent ot
the end of 1948, By the end of June 1950, conswmnar sradit
hd ndvaneed to $19.7 billion, but the relationship to dis-

ble é::'raunul income remamed stable st 10 percent.
may be zeeh in chart 3, whare this is shown grophically,
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total consumer eredit in Juna did not seem to be unusually
high (the relationship was well over 10t percent in six oi the
prewar &m—lgaﬁ through 11-‘;1!_:‘3.. his was especially
true if long-term growth tr ia tolen into account.

Instailment credit, the most voletile component of the
consumer credif t.atai, was still below the immediate prewar
rolationship to income in June 1950, but had risen very
shorply in the preceding 6 monthe. Pursuant to the Drefense
Troduotion Act of 1850, regulntion of installment crodit was
reimpased. Under the provisions of Regulntion W, the
Federal Reserve Bond resumed ite control of this form of
credit on Septomber 18, 1050,

Debt and interest payments

The foregoing discussion hes heen confined to a description
of recent major changes in the debt structure, Toble 2
traces the growth in gross public and private debt over the
past 20 years. Particularly noteworihy is thet the expansion
in total debt—from $214 billien in 1920 io $513 billion ot
the end of 19489—was not asccomponied by n similar risy in
gross interest paymenis. Inlerest paymenis were $18 hillion
m 1929 and $144 billion in 1949, (See table 87, SurpLz-
MENT TO SURVEY oOF CURRENT Busmieas, July 1047, and
table 37, Burvey, July 19560.) The compubed average rates
of interest ara 8.0 percent for 1920 and 2.8 percent for 194%.
Because of lack of complete comparability between the debt
and interest series, these porcenieges ave subject to some
civor, but the fact of o kalving of interest rates in this pericd
hos been of major significance in investment and i the
comparntive ability to corry debt.

Frimarily responsible for this drop was the general decline
in market mtarea; rates. The changed composition of gross
debt betweon 1929 and_ 1040—in particular the substanticlly
highar proportion of public debt—swas o eontributing factor,
but of much less imporiance.

Revised Series

Estimates for 1016 through 1935 as published in this
article wre identical with thoee presen in the October
1949 Suryev. Hstimates for 1936 through 1048, ns pub-
lished in the OQetobor 1849 SurvEy, hava been revised in the
present article beceuse of revisions in the Burson of Agri-
culturnl Eeonomics series for non-real-estnis debt of farmers
ond formers’ eooperntive organizations (1936—48), and the
incorporation of other basic date, particularly for the cor-
porate business sector, for more rocent years. _

The statistical bases for the pressent estimeties ore in
general gimilar t¢ those used in the past. These have boon
explained in articles in the September 1045 and July 1944
jssues of the Survey and in the special bulletin, *Indabted-
nees in the United States, 192041" (Deportment of Com-
meres, Economic Saries No. 21, U, 8. Government Pringi
Office, 1942)." In the September 1946 and September 194
arficles modifications of former procedures ware noted.

Gross and net debt concepts

Nat public and private debt uu[‘.atanding is & campre-
o

hensive o te of the indebiedness of borrowers alter
eliminstion of certain t of duplicating governmental
nnd corporate debt.  This mensure of indebtedness provides

o more significant indication of trends in the debt strueture
than does gross dabt, since the effacts of nonlinal cha in
financial preciices and organization are lorgely removed.
To cbtnin net figures, gross debt is ndli]ﬁ.mtad for specific
types of duplications pertnining to the following sectors of

L Capies of this bisllitlc are avalubs fror th Superinbodont of Dothiidoh, (overnment
Printing Of1es, Withioglot B85 D 0. peles, 18 doled
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tha cconomy: (1) the Federnl Governmant and its corporn-
tions and nEencies gonerelly; (2) State and local govern-
menta, which are treated as a single entity; snd (3) within
the corporate nres, thosa affiliated but legally distinet cor-
porations which operate under a single management. In
the noncorporate private aren, data are gross throughout
with ne adjnstments for duplications. .
The net debt conceps, then, depends wpon the definitions
employed in measwring gross ond dupliseting debt. Gross
idebt, as defined in this study, eonsists of all claszes of k
indebtedness exeeph ibe following: (1) the daFomtr Vipbility
of banks and the amount of banlk noteain civevlation; (2) the
valus of sutstanding peliscies and annuities of life msurance
earriers; (3} the short-term debis among individuals and
unmo]::}pumtﬁd nonfinancial bustness firms; and (4) the
normi debt of corporaticns, such as bonds which are
authorized but unissuad, or cutstanding byt reacquired.

Chart 3 =—Consumer Credit Related to Disposable Per-
sonol Incomse ! -
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Duplicating debt may best ba described with refarence to
the sectors mentioned above. Within the Fedarnl Govern-
ment and its corporations and S?ancias, dup]icatin%duht.
coneists of Federal hioldings of Federal obligations. ithin
the State and Focal govarnment aven, State and local govern-
ment secorities held in sinking, trast, or investment funds by
either the issuer or other entities within the pector sre con-~
sidered duplicating debt and eliminated. In the privots
sorporate ares, dupliesting debt ia defined as owed to
other members of so oifiliated system.

Thus, t¢ mrive at net debt, cach sector except the noncor-
porate 18 ndjustad to a ne. i}ams by certain consolidations
within the sector. A summalion of the coasolidated eabi-
mates for sach sentor yields the total for met public and
private debt.

The net debt concept for each of the four sectora can be
sommarized na follows: Fadernl Govarnmant net debt is thet
owed to all other sectors of the economy except the Federak
(Government proper and iis corpovations and cies;
State and local govermmont ned debt js that owed to all
ether aconomic entities except State and locol governments;
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garporata net debt is that owed to all ather entities (includ-
ing corporntions) sxcepl o corporate memhbers of an affili-
oted system; and private noncorporate net {or pross) debt
is the summation of all farms of legml inclebtedness oxcopt

that among individuala sand unineovporated nonfinancial
business firms. Data showing ndjustments for duplication
involved in passing from gross to net debt ave given in detail
in tebles 3, 4, and 5.



